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price be equal to, in excess of, or less
than, the par or stated value of such
stock. Also, the exchange or sale by a
corporation of its own shares for
money or other property does not re-
sult in taxable gain or deductible loss,
even though the corporation deals in
such shares as it might in the shares of
another corporation. A transfer by a
corporation of shares of its own stock
(including treasury stock) as com-
pensation for services is considered, for
purposes of section 1032(a), as a disposi-
tion by the corporation of such shares
for money or other property.

(b) Section 1032(a) does not apply to
the acquisition by a corporation of
shares of its own stock except where
the corporation acquires such shares in
exchange for shares of its own stock
(including treasury stock). See para-
graph (e) of § 1.311–1, relating to treat-
ment of acquisitions of a corporation’s
own stock. Section 1032(a) also does not
relate to the tax treatment of the re-
cipient of a corporation’s stock.

(c) Where a corporation acquires
shares of its own stock in exchange for
shares of its own stock (including
treasury stock) the transaction may
qualify not only under section 1032(a),
but also under section 368(a)(1)(E) (re-
capitalization) or section 305(a) (dis-
tribution of stock and stock rights).

(d) For basis of property acquired by
a corporation in connection with a
transaction to which section 351 ap-
plies or in connection with a reorga-
nization, see section 362. For basis of
property acquired by a corporation in a
transaction to which section 1032 ap-
plies but which does not qualify under
any other nonrecognition provision,
see section 1012.

§ 1.1032–2 Disposition by a corporation
of stock of a controlling corporation
in certain triangular reorganiza-
tions.

(a) Scope. This section provides rules
for certain triangular reorganizations
described in § 1.358–6(b) when the ac-
quiring corporation (S) acquires prop-
erty or stock of another corporation
(T) in exchange for stock of the cor-
poration (P) in control of S.

(b) General nonrecognition of gain or
loss. For purposes of § 1.1032–1(a), in the
case of a forward triangular merger, a

triangular C reorganization, or a tri-
angular B reorganization (as described
in § 1.358–6(b)), P stock provided by P to
S, or directly to T or T’s shareholders
on behalf of S, pursuant to the plan of
reorganization is treated as a disposi-
tion by P of shares of its own stock for
T’s assets or stock, as applicable. For
rules governing the use of P stock in a
reverse triangular merger, see section
361.

(c) Treatment of S. S must recognize
gain or loss on its exchange of P stock
as consideration in a forward tri-
angular merger, a triangular C reorga-
nization, or a triangular B reorganiza-
tion (as described in § 1.358–6(b)), if S
did not receive the P stock from P pur-
suant to the plan of reorganization.
See § 1.358–6(d) for the effect on P’s
basis in its S or T stock, as applicable.
For rules governing S’s use of P stock
in a reverse triangular merger, see sec-
tion 361.

(d) Examples. The rules of this section
are illustrated by the following exam-
ples. For purposes of these examples, P,
S, and T are domestic corporations, P
and S do not file consolidated returns,
P owns all of the only class of S stock,
the P stock exchanged in the trans-
action satisfies the requirements of the
applicable reorganization provisions,
and the facts set forth the only cor-
porate activity.

Example 1. Forward triangular merger sole-
ly for P stock. (a) Facts. T has assets with an
aggregate basis of $60 and fair market value
of $100 and no liabilities. Pursuant to a plan,
P forms S by transferring $100 of P stock to
S and T merges into S. In the merger, the T
shareholders receive, in exchange for their T
stock, the P stock that P transferred to S.
The transaction is a reorganization to which
sections 368(a)(1)(A) and (a)(2)(D) apply.

(b) No gain or loss recognized on the use of P
stock. Under paragraph (b) of this section,
the P stock provided by P pursuant to the
plan of reorganization is treated for purposes
of § 1.1032–1(a) as disposed of by P for the T
assets acquired by S in the merger. Con-
sequently, neither P nor S has taxable gain
or deductible loss on the exchange.

Example 2. Forward triangular merger solely
for P stock provided in part by S. (a) Facts.
T has assets with an aggregate basis of $60
and fair market value of $100 and no liabil-
ities. S is an operating company with sub-
stantial assets that has been in existence for
several years. S also owns P stock with a $20
adjusted basis and $30 fair market value. S
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acquired the P stock in an unrelated trans-
action several years before the reorganiza-
tion. Pursuant to a plan, P transfers addi-
tional P stock worth $70 to S and T merges
into S. In the merger, the T shareholders re-
ceive $100 of P stock ($70 of P stock provided
by P to S as part of the plan and $30 of P
stock held by S previously). The transaction
is a reorganization to which sections
368(a)(1)(A) and (a)(2)(D) apply.

(b) Gain or loss recognized by S on the use of
its P stock. Under paragraph (b) of this sec-
tion, the $70 of P stock provided by P pursu-
ant to the plan of reorganization is treated
as disposed of by P for the T assets acquired
by S in the merger. Consequently, neither P
nor S has taxable gain or deductible loss on
the exchange of those shares. Under para-
graph (c) of this section, however, S recog-
nizes $10 of gain on the exchange of its P
stock in the reorganization because S did not
receive the P stock from P pursuant to the
plan of reorganization. See § 1.358–6(d) for the
effect on P’s basis in its S stock.

(e) Stock options. The rules of this sec-
tion shall apply to an option to buy or
sell P stock issued by P in the same
manner as the rules of this section
apply to P stock.

(f) Effective dates. This section applies
to triangular reorganizations occurring
on or after December 23, 1994, except
for paragraph (e) of this section, which
applies to transfers of stock options oc-
curring on or after May 16, 2000.

[T.D. 8648, 60 FR 66081, Dec. 21, 1995, as
amended by T.D. 8883, 65 FR 31076, May 16,
2000]

§ 1.1032–3 Disposition of stock or stock
options in certain transactions not
qualifying under any other non-
recognition provision.

(a) Scope. This section provides rules
for certain transactions in which a cor-
poration or a partnership (the acquir-
ing entity) acquires money or other
property (as defined in § 1.1032–1) in ex-
change, in whole or in part, for stock of
a corporation (the issuing corporation).

(b) Nonrecognition of gain or loss—(1)
General rule. In a transaction to which
this section applies, no gain or loss is
recognized on the disposition of the
issuing corporation’s stock by the ac-
quiring entity. The transaction is
treated as if, immediately before the
acquiring entity disposes of the stock
of the issuing corporation, the acquir-
ing entity purchased the issuing cor-
poration’s stock from the issuing cor-

poration for fair market value with
cash contributed to the acquiring enti-
ty by the issuing corporation (or, if
necessary, through intermediate cor-
porations or partnerships). For rules
that may apply in determining the
issuing corporation’s adjustment to
basis in the acquiring entity (or, if nec-
essary, in determining the adjustment
to basis in intermediate entities), see
sections 358, 722, and the regulations
thereunder.

(2) Special rule for actual payment for
stock of the issuing corporation. If the
issuing corporation receives money or
other property in payment for its
stock, the amount of cash deemed con-
tributed under paragraph (b)(1) of this
section is the difference between the
fair market value of the issuing cor-
poration stock and the amount of
money or the fair market value of
other property that the issuing cor-
poration receives as payment.

(c) Applicability. The rules of this sec-
tion apply only if, pursuant to a plan
to acquire money or other property—

(1) The acquiring entity acquires
stock of the issuing corporation di-
rectly or indirectly from the issuing
corporation in a transaction in which,
but for this section, the basis of the
stock of the issuing corporation in the
hands of the acquiring entity would be
determined, in whole or in part, with
respect to the issuing corporation’s
basis in the issuing corporation’s stock
under section 362(a) or 723 (provided
that, in the case of an indirect acquisi-
tion by the acquiring entity, the trans-
fers of issuing corporation stock
through intermediate entities occur
immediately after one another);

(2) The acquiring entity immediately
transfers the stock of the issuing cor-
poration to acquire money or other
property (from a person other than an
entity from which the stock was di-
rectly or indirectly acquired);

(3) The party receiving stock of the
issuing corporation in the exchange
specified in paragraph (c)(2) of this sec-
tion from the acquiring entity does not
receive a substituted basis in the stock
of the issuing corporation within the
meaning of section 7701(a)(42); and

(4) The issuing corporation stock is
not exchanged for stock of the issuing
corporation.
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